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DEFENSE, DEPARTMENT OF
A change in internal management and accounting practices has resulted in the resumed
payment of General and Administrative (G&A) expenses to the General Dynamics Corpor
ation, according to a recent announcement from the Department of Defense (DOD). On
3/5/85, the Secretary of Defense directed the services to withhold payments for G&A
expenses frcm vouchers submitted by General Dynamics. On April 11, the Deputy Secre
tary of Defense established three conditions before G&A payments to General Dynamics
would be resumed. These three conditions were: ensure DOD withheld enough money to
cover all disputed costs; increase amounts withheld frcm future payments so that all
additional disputed costs would continue to be covered; General Dynamics must alter
its internal management and accounting practices to ensure that claims for unallow
able costs will not be made. These three conditions have now been met. DOD has with
held well in excess of the additional $154 million recommended by the Defense Contract
Audit Agency (DCAA). New billing rates reflecting the DCAA recommendation were estab
lished at all divisions in May. Finally, acceptable detailed implementing instruc
tions have been approved, which correct General Dynamics internal management and
accounting practices to assure that claims for unallowable costs will not be made.
All General Dynamics Divisions have implemented these new procedures.

FEDERAL RESERVE BOARD
The comment period on the proposed revision to the Federal Reserve Board's (FRB's) bank
holding company reporting requirements has been extended until 9/30/85. The pro
posed changes are designed to obtain data information for supervisory purposes, to
provide the needed information on a more frequent basis, and to simplify the reporting
structure contained in the existing holding company reports. The Board is receiving
comments on the FR Y-9, the FR 2352, the FR Y-6, including the nonbank financial data
and the Quarterly Report of Bank Holding Company Changes, and the new Combined Finan
cial Statement of Nonbank Subsidiaries. For further information contact Stephen
Lovette at (202) 452-3622.

TREASURY, DEPARTMENT OF
How certain accrual taxpayers may adopt the recurring item exception method under Code
section 461(h)(3) for a taxable year that includes 7/19/85 was recently explained
by the IRS (IR85-77). Added by the Tax Reform Act of 1984, Section 461(h) prohibits
deduction of certain expenses any earlier than the year in which economic performance
occurs for the deductible item. Additionally, the section provides an exception to
the economic performance rules for treatment of certain recurring expenses. Accrual
basis taxpayers who filed income tax returns on or before 6/19/85 for a taxable year
that included 7/19/84, in a manner consistent with use of the recurring item exception
of section 461(h) of the Code, are not required to amend those returns to adopt that
exception for that year. Instead, these taxpayers should attach a statement to their
next income tax return that they have adopted the exception beginning with the taxable
year that includes 7/19/84. The IRS said that some taxpayers believed that temporary
regulations issued in May 1985 required the filing of an amended return for a taxable
year that includes 7/19/84, to make a valid adoption of the exception for that year.
For further information contact the IRS Public Affairs Office at (202) 566-4024.

Limitation on Investment Credit in the Case of Certain Regulated Companies; Synchroni
ation of Interest is the title of a notice of a public hearing to be conducted by
the IRS (see the 8/8/85 Fed. Reg., p. 32092). Proposed regulations on this subject
first appeared in the 6/26/85 Fed. Reg., pp. 26385-87 and according to an IRS summary
of the proposal, it would propose regulations relating to the limitation on the in
vestment credit in the case of certain regulated companies. Further, According to
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the IRS, questions have arisen concerning the permissibility of synchronization of
interest under the ratable f l o w t hrough method of accounting for the investment credit
with respect to public utility property. The proposed regulations would provide
guidance on this issue and would affect regulated companies that use the ratable
flow-through method of accounting for the investment credit with respect to public
utility property. The public hearing will be held on Wednesday, 8/28/85 beginning
at 10:00 a.m. in the IRS Auditorium, Seventh Floor, 7400 Corridor IRS Building,
1111 Constitution Avenue, N.W. For further information contact B. Faye Easley at
(202) 566-3935.
An automatic extension to file incane tax returns for certain trusts, estates, partner
ships and individual taxpayers holding "mixed straddles" under Code Section 1256
has been announced by the IRS (IR-85-78). Taxpayers with mixed straddles who have
already received an extension of time to file their inccme tax returns for calendar
year 1984 and who apply for the additional extension will have until 10/15/85 to file
their returns. Additionally, the IRS announced a planned amendment to the temporary
income tax regulations concerning mixed straddle accounts. The present regulations
made a mixed straddle account election binding for all future years. The regulations
will be amended to provide that each election is effective for only the taxable year
for which it is made. In addition, the amended regulations will extend until 10/15/85
the time for making the election of a mixed straddle account for calendar years 1984
and 1985. For additional information contact the IRS Public Affairs Office at (202)
566-4024.
Temporary Estate, Gift and Generation-Skipping Transfer Tax Regulations under the Tax
Reform Act of 1984; Reporting and Recordkeeping Requirements for Certain Transfers
of Public Housing Bonds are all subjects of a notice of temporary regulations issued
by the IRS (see the 8/8/85 Fed. Reg., pp. 32010-12). The regulations contain tempor
ary estate, gift and generation-skipping transfer tax regulations relating to certain
reporting requirements involving public housing bonds. These amendments reflect sec
tion 642 of the Tax Reform Act of 1984. This document adds a new Part 27, Temporary
Estate, Gift and Generation-Skipping Transfer Tax Regulations under the Tax Reform
Act of 1984, to Title 26 of the Code of Federal Regulations. For further information
contact Fred Grundeman at (202) 566-3287.
SPECIAL:

AICPA HOSTS EIGHTH ANNUAL CONFERENCE ON SAVINGS AND LOANS

The Eighth Annual AICPA National Conference on Savings Institutions has been scheduled
for 9/11-13/85 in the Sheraton Washington Hotel. The two-day program features
lectures and panel discussions by public accountants, thrift executives and regula
tors. Among the speakers are Richard T. Pratt, Chairman of Merrill Lynch Mortgage
Capital, Gerald T. Levy, Vice-Chairman of the U.S. League of Savings Institutions, and
A. Clarence Sampson, Chief Accountant of the SEC. The speakers will cover a wide
variety of timely and controversial accounting and auditing topics including: loan
fees and related cost accounting issues; current tax issues for thrifts, and repur
chase agreements. Recommended CPE is fifteen hours. Registration fee is $375. For
further information contact Kirk Ruehl at (212) 575-6451.
SPECIAL: PUBLIC HEARINGS ON RETIREMENT INCOME SECURITY
A joint hearing on retirement income security in the U.S. will be conducted by two sub
committees of the House Ways and Means Com mittee, according to an 8/5/85 announce
ment, with testimony from interested members of the public. These are a second set
of hearings on the subject and will concentrate on the basic issues underlying the
current Federal benefit and tax policies aimed at providing basic income security
in old age. Witnesses requesting to be heard are asked to provide information and
their views on questions such as: What is retirement? What level of work activity
separates the working from the retired? What are the major sources of retirement
income today? To what extent do retirees now depend on pension plans, social secur
ity and savings for retirement income? How can we define adequate retirement income
security? What role does Federal tax policy play in retirement income security?
The hearings, to be conducted by the Social Security Subcommittee and the Subcommit
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tee on Oversight, will be held on Thursday, 9/5/85 and Friday, 9/6/85, in the Main
C o mmittee Hearing Roo m , 1100 Longworth House Office Building, from 9:30 a.m. to 1:00
p.m. both days. Individuals and organizations interested in presenting oral testi
mony before the Subcommittee must submit their requests to be heard by telephone to
Harriet Lawler (202) 225-3627, no later than close of business Thursday, 8/22/85, to
be followed by a formal written request to Joseph K. Dowley, Chief Counsel, C o mmittee
on Ways and Means, U.S. House of Representatives, 1102 Longworth House Office Build
ing, Washington, D.C. 20515. The Subcommittee staff will notify those scheduled to
appear by telephone as soon as possible after the filing deadline. Any questions
concerning a scheduled appearance should be directed to the Subcommittee on Social
Security Staff (202) 225-9263 or the Oversight Staff (202) 225-5522.
SPECIAL: IMPUTED INTEREST BILL AWAITS SENATE ACTION
Imputed interest legislation, H.R. 2475, which would have clarified how to structure
certain real estate transactions, was not cleared by the Congress prior to its
adjournment for the month-long August recess. Stopgap legislation to temporarily
specify the tax treatment of seller-financing expired 6/30/85. The House of Repre
sentatives approved the conference report to the bill by voice vote 6/1/85, but the
Senate did not act due to an objection raised by a member. According to the House
Ways and Means Committee, the conference report provides revenue neutrality and per
manent replacement of imputed interest rules under the Deficit Reduction Act of 1984
and subsequent temporary legislation. Under the terms of the conference report,
where the amount of seller-financing in a transaction is $2.8 million or less, the
test rate is the lessor of 9% or 100% of the Applicable Federal Rate (AFR). the 9%
rate is not available for new property eligible for the investment tax credit.
Where the amount of seller-financing is more than $2.8 million, the test rate is 100%
of the AFR. The conference report maintains the accounting method used under present
law. Both parties are generally required to use the accrual method of accounting to
account for the interest in seller-financed transactions. If the amount of seller
financing is less than $2 million, the cash method may be used by both parties.
After 1989, the $2.8 million and $2 million thresholds will be indexed for inflation.
In addition, the conference report stipulates that these imputed interest rules do
not apply to loans assumed after 6/30/85, the depreciation recovery period for real
property (other than low-income housing) is lengthened fran 18-19 years, the AFR for
loans made to employees by employers for the purchase of a principal residence in
connection with a job-related move is the rate in effect on the date the purchase
contract becomes binding and loans of $90,000 or less made by taxpayers 65 years of
age or older to a "continuing care facility" pursuant to a "continuing care contract"
are exempted from the below-market loan rules of the 1984 Act.

For additional information please contact Gina Rosasco, Shirley Hodgson, or
Nick Nichols at (202) 872-8190.
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